A contract, once concluded by the parties, may not be enforced if there exist some defects affecting its validity. As we have previously discussed, the validity of contracts has received great attention in China and the issues of the validity are separated from those of conclusion of contract. With regard to the Contract Law, the validity of a contract determines whether the contract will be effective and legally binding to the contractual parties. In practice, the validity is perhaps the most obvious target the lawyers would focus on in order to more meaningfully challenge the contract. To begin with, let's take a look at Shen Yang International, the case that exemplifies a battle over the validity of a contract after the contract is concluded.
The facts as pleaded at the trail court are as follows. Appellant and respondent reached a contract for transfer of equity shares on September 24, 2000. Under the contract, appellant would transfer to respondent all 30% of the equity shares of Shen Yang New World Industry Company, Ltd. and the subscribed capital in the amount of RMB 4.2 million that appellant held. It was agreed that the payment of RMB 4.2 million Yuan should be made within 10 days after the transfer of the equity shares was approved by the original approval authority and registered with commerce and industry authority, as well as the legal process of the transfer was complete. The contract would take effect after the said approval and the registration.
After the contract was concluded, on October 30, 2000, the Development Bureau of Shen Yang Economic and Technology Development Zone issued a document of "An Official Reply to the Request for Transfer of Equity Shares of Shen Yang New World Industry Company, Ltd.", approving the transfer of 30% shares and the subscribed capital of RMB 4.2 million Yuan. The Reply required that a registration of change of the shareholder for the transfer be made with relevant registration authority within 30 days after the transfer.
On December 12, 2000, Shen Yang New World Industry Company Ltd. registered the change with local commerce and industry authority. Later on, appellant launched this litigation in the Intermediate People's Court of ShenYang City asking the court to declare the transfer contract invalid on the grounds that the contract for the transfer of equity shares violated Company Law and other provisions of law concerning the transfer of the State owned assets.
The trial court held that the contract for the transfer of shares was valid and should be observed because the intention of the parties as manifested in the contract was true and the contract was made voluntarily with a full compliance with the law. The trial court dismissed appellant's arguments that the contract was void because it violated the law, and it not only infringed the lawful interest of the appellant but also caused a significant amount of State assets to run off. The court reasoned that although the "Methods of Administration of State Owned Assets Appraisal" issued by the State Council on November 16, 1991 required a asset appraisal for the transfer of the asserts possessed by the enterprise on behalf of the State, under Article 45 of the Detailed Rules for Implementation of the Methods of Administration of State Owned Assets Appraisal, promulgated by the State Owned Assets Administration Office of the State Council on July 18, 1992, such appraisal applies to the situation where the Chinese investor has 50% or more shares in an equity joint venture or contractual joint venture.
In this case, according to the trial court, the equity shares to be transferred amounted to only 30% of the total shares of Shen Yang New World Industry Company, Ltd. and did not fall within the scope of required appraisal. And since the appellant had accepted the payment for part of the transferred shares, and the transfer had both been approved by relevant state authority and been registered with local commerce and industry authority, the contract for the transfer had become effective, by which the parties shall be bound. On this ground, the trial court, according to Articles 44 and 52 of the Contract Law, dismissed appellant's complaint by rendering a judgment that (1) the contract for the transfer of the shares entered by the parties is valid and effective, (2) other claims of appellant and respondent are denied. In addition, appellant was ordered to pay the litigation fee in the amount of RMB 31,010 Yuan.
Appellant disagreed and appealed. In its petition for appeal, appellant argued that the share transfer contract was void because it was not a manifestation of the true intention of the parties and without appraisal, and that the contents of the contact violated law because articles 6,7, and 8 of the contract were contrary to the provisions of Company
